, 32 Public Policy and Multinational Subsidiary Evolution their policy approaches vis-a-vis MNEs and FDI, and then providing empirical evidence on MNEs' operations in the two host economies. The chapter draws on a recent survey of foreign subsidiaries operating in these countries, two small open economies that seem textbook case studies of the impact of economic integration on a host country (Barry and Bradley, 1997; Tavares and Pearce, 2001 ). Results will be provided regarding, among other aspects, motivations underlying investment, the strategic evolution experienced by subsidiaries, their value-added scope and level of local linkages. Further considerations will be made on FDI-related and other policies, and on the ability of each of these host countries to withstand the competitive challenges ahead.
Conceptual Background

MNE networks, subsidiary strategy and subsidiary evolution
This chapter departs from the view of the modern multinational as a 'dynamic differentiated network ' (Forsgren and Johanson, 1992) , or a system including a heterogeneous group of subsidiaries with distinct scopes and roles/functions. This is one of the fastest -growing streams in the MNE literature (Birkinshaw, 1997 (Birkinshaw, ,2000 Pearce, 2001; Taggart, 1996; White and Poynter, 1984; Young et al., 1988) , as it is more realistic in depicting the internal complexity in MNEs, simultaneously permitting a more accurate expectation of their impact and consequently a more grounded basis to appropriate and tailored policy-making.
The chapter adopts this perspective, drawing on a version of the 'scope typology' of subsidiary roles (Hood and Young, 1988; Pearce, 2001; Pearce and Papanastassiou, 1997; Taggart, 1996; Tavares, 2001; White and Poynter, 1984) , which envisages various evolutionary paths and restructuring processes, seen as interdependent with key changes in the global competitive environment. The three subsidiary types considered are characterized by three dimensions: market, product and value-added scope (as in White and Poynter, 1984) .
An autarkic subsidiary supplies exclusively the host country. It is a marketseeking subsidiary type, having a wide product scope and a narrow market scope. Value-added scope is limited. A rationalized subsidiary produces part of the firm's goods or specializes in a productive stage (narrow product scope), for export markets (wide market scope), having a quite limited value-added scope (usually less than its autarkic counterpart). Finally, a product mandate subsidiary is characterized by narrow product scope, wide market scope (regional/global markets), having the resources and mandate to develop, produce and market the product(s) for which it is responsible.
